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balance-sheet items and other similar
transactions:

(i) Guarantees;

(ii) Repurchase agreements (the off-
balance sheet component of which
equals the sum of the current fair val-
ues of all positions the Board-regulated
institution has sold subject to repur-
chase);

(iii) Credit-enhancing representa-
tions and warranties that are not
securitization exposures;

(iv) Off-balance sheet securities lend-
ing transactions (the off-balance sheet
component of which equals the sum of
the current fair values of all positions
the Board-regulated institution has
lent under the transaction);

(v) Off-balance sheet securities bor-
rowing transactions (the off-balance
sheet component of which equals the
sum of the current fair values of all
non-cash positions the Board-regulated
institution has posted as collateral
under the transaction);

(vi) Financial standby letters of cred-
it; and

(vii) Forward agreements.

§217.34 OTC derivative contracts.

(a) Exposure amount—(1) Single OTC
derivative contract. Except as modified
by paragraph (b) of this section, the ex-
posure amount for a single OTC deriva-
tive contract that is not subject to a
qualifying master netting agreement is
equal to the sum of the Board-regu-
lated institution’s current credit expo-
sure and potential future credit expo-
sure (PFE) on the OTC derivative con-
tract.

§217.34

(i) Current credit exposure. The cur-
rent credit exposure for a single OTC
derivative contract is the greater of
the mark-to-fair value of the OTC de-
rivative contract or zero.

(ii) PFE. (A) The PFE for a single
OTC derivative contract, including an
OTC derivative contract with a nega-
tive mark-to-fair value, is calculated
by multiplying the notional principal
amount of the OTC derivative contract
by the appropriate conversion factor in
Table 1 to §217.34.

(B) For purposes of calculating either
the PFE under this paragraph (a) or
the gross PFE under paragraph (a)(2) of
this section for exchange rate con-
tracts and other similar contracts in
which the notional principal amount is
equivalent to the cash flows, notional
principal amount is the net receipts to
each party falling due on each value
date in each currency.

(C) For an OTC derivative contract
that does not fall within one of the
specified categories in Table 1 to
§217.34, the PFE must be calculated
using the appropriate ‘‘other’ conver-
sion factor.

(D) A Board-regulated institution
must use an OTC derivative contract’s
effective mnotional principal amount
(that is, the apparent or stated no-
tional principal amount multiplied by
any multiplier in the OTC derivative
contract) rather than the apparent or
stated notional principal amount in
calculating PFE.

(E) The PFE of the protection pro-
vider of a credit derivative is capped at
the net present value of the amount of
unpaid premiums.

TABLE 1 TO §217.34—CONVERSION FACTOR MATRIX FOR DERIVATIVE CONTRACTS'

Interest Foreign ex- Credit (invest- Credit (non-invest- Precious met-
Remaining maturity 2 rate change rate ment grade ref- ment-grade ref- Equity als (except Other
and gold erence asset) 3 erence asset) gold)

One year or less ........... 0.00 0.01 0.05 0.10 0.06 0.07 0.10
Greater than one year

and less than or equal

to five years ... 0.005 0.05 0.05 0.10 0.08 0.07 0.12
Greater than five years 0.015 0.075 0.05 0.10 0.10 0.08 0.15

1For a derivative contract with multiple exchanges of principal, the conversion factor is multiplied by the number of remaining

payments in the derivative contract.

2For an OTC derivative contract that is structured such that on specified dates any outstanding exposure is settled and the
terms are reset so that the fair value of the contract is zero, the remaining maturity equals the time until the next reset date. For
an interest rate derivative contract with a remaining maturity of greater than one year that meets these criteria, the minimum con-

version factor is 0.005.

3 A Board-regulated institution must use the column labeled “Credit (investment-grade reference asset)” for a credit derivative
whose reference asset is an outstanding unsecured long-term debt security without credit enhancement that is investment grade.
A Board-regulated institution must use the column labeled “Credit (non-investment-grade reference asset)” for all other credit

derivatives.
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(2) Multiple OTC derivative contracts
subject to a qualifying master netting
agreement. Except as modified by para-
graph (b) of this section, the exposure
amount for multiple OTC derivative
contracts subject to a qualifying mas-
ter netting agreement is equal to the
sum of the net current credit exposure
and the adjusted sum of the PFE
amounts for all OTC derivative con-
tracts subject to the qualifying master
netting agreement.

(i) Net current credit exposure. The net
current credit exposure is the greater
of the net sum of all positive and nega-
tive mark-to-fair values of the indi-
vidual OTC derivative contracts sub-
ject to the qualifying master netting
agreement or zero.

(ii) Adjusted sum of the PFE amounts.
The adjusted sum of the PFE amounts,
Anet, is calculated as Anet = (0.4 x
Agross) + (0.6 x NGR x Agross),
where:

(A) Agross = the gross PFE (that is,
the sum of the PFE amounts as deter-
mined under paragraph (a)(1)(ii) of this
section for each individual derivative
contract subject to the qualifying mas-
ter netting agreement); and

(B) Net-to-gross Ratio (NGR) = the
ratio of the net current credit exposure
to the gross current credit exposure. In
calculating the NGR, the gross current
credit exposure equals the sum of the
positive current credit exposures (as
determined under paragraph (a)(1)(i) of
this section) of all individual deriva-
tive contracts subject to the qualifying
master netting agreement.

(b) Recognition of credit risk mitigation
of collateralized OTC derivative contracts:
(1) A Board-regulated institution may
recognize the credit risk mitigation
benefits of financial collateral that se-
cures an OTC derivative contract or
multiple OTC derivative contracts sub-
ject to a qualifying master netting
agreement (netting set) by using the
simple approach in §217.37(b).

(2) As an alternative to the simple
approach, a Board-regulated institu-
tion may recognize the credit risk
mitigation benefits of financial collat-
eral that secures such a contract or
netting set if the financial collateral is
marked-to-fair value on a daily basis
and subject to a daily margin mainte-
nance requirement by applying a risk
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weight to the exposure as if it were
uncollateralized and adjusting the ex-
posure amount calculated under para-
graph (a)(1) or (2) of this section using
the collateral haircut approach in
§217.37(c). The Board-regulated institu-
tion must substitute the exposure
amount calculated under paragraph
(a)(1) or (2) of this section for XE in the
equation in §217.37(c)(2).

(c) Counterparty credit risk for OTC
credit derivatives. (1) Protection pur-
chasers. A Board-regulated institution
that purchases an OTC credit deriva-
tive that is recognized under §217.36 as
a credit risk mitigant for an exposure
that is not a covered position under
subpart F is not required to compute a
separate counterparty credit risk cap-
ital requirement under §217.32 provided
that the Board-regulated institution
does so consistently for all such credit
derivatives. The Board-regulated insti-
tution must either include all or ex-
clude all such credit derivatives that
are subject to a qualifying master net-
ting agreement from any measure used
to determine counterparty credit risk
exposure to all relevant counterparties
for risk-based capital purposes.

(2) Protection providers. (i) A Board-
regulated institution that is the pro-
tection provider under an OTC credit
derivative must treat the OTC credit
derivative as an exposure to the under-
lying reference asset. The Board-regu-
lated institution is not required to
compute a counterparty credit risk
capital requirement for the OTC credit
derivative under §217.32, provided that
this treatment is applied consistently
for all such OTC credit derivatives. The
Board-regulated institution must ei-
ther include all or exclude all such OTC
credit derivatives that are subject to a
qualifying master netting agreement
from any measure used to determine
counterparty credit risk exposure.

(ii) The provisions of this paragraph
(c)(2) apply to all relevant counterpar-
ties for risk-based capital purposes un-
less the Board-regulated institution is
treating the OTC credit derivative as a
covered position under subpart F, in
which case the Board-regulated institu-
tion must compute a supplemental
counterparty credit risk capital re-
quirement under this section.
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(d) Counterparty credit risk for OTC eq-
uity derivatives. (1) A Board-regulated
institution must treat an OTC equity
derivative contract as an equity expo-
sure and compute a risk-weighted asset
amount for the OTC equity derivative
contract under §§217.51 through 217.53
(unless the Board-regulated institution
is treating the contract as a covered
position under subpart F of this part).

(2) In addition, the Board-regulated
institution must also calculate a risk-
based capital requirement for the
counterparty credit risk of an OTC eq-
uity derivative contract under this sec-
tion if the Board-regulated institution
is treating the contract as a covered
position under subpart F of this part.

(3) If the Board-regulated institution
risk weights the contract under the
Simple Risk-Weight Approach (SRWA)
in §217.52, the Board-regulated institu-
tion may choose not to hold risk-based
capital against the counterparty credit
risk of the OTC equity derivative con-
tract, as long as it does so for all such
contracts. Where the OTC equity deriv-
ative contracts are subject to a quali-

Scaling factor =

where

H = the holding period greater than five
days. Additionally, the Board may re-
quire the Board-regulated institution to
set a longer holding period if the Board
determines that a longer period is appro-
priate due to the nature, structure, or
characteristics of the transaction or is
commensurate with the risks associated
with the transaction.

§217.35

(a) General requirements—(1) Clearing
member clients. A Board-regulated insti-
tution that is a clearing member client
must use the methodologies described
in paragraph (b) of this section to cal-
culate risk-weighted assets for a
cleared transaction.

(2) Clearing members. A Board-regu-
lated institution that is a clearing
member must use the methodologies
described in paragraph (c) of this sec-

Cleared transactions.

§217.35

fied master netting agreement, a
Board-regulated institution using the
SRWA must either include all or ex-
clude all of the contracts from any
measure used to determine
counterparty credit risk exposure.

(e) Clearing member Board-regulated in-
stitution’s exposure amount. A clearing
member Board-regulated institution’s
exposure amount for an OTC derivative
contract or netting set of OTC deriva-
tive contracts where the Board-regu-
lated institution is either acting as a
financial intermediary and enters into
an offsetting transaction with a QCCP
or where the Board-regulated institu-
tion provides a guarantee to the QCCP
on the performance of the client equals
the exposure amount calculated ac-
cording to paragraph (a)(1) or (2) of this
section multiplied by the scaling factor
0.71. If the Board-regulated institution
determines that a longer period is ap-
propriate, the Board-regulated institu-
tion must use a larger scaling factor to
adjust for a longer holding period as
follows:

H

1o

tion to calculate its risk-weighted as-
sets for a cleared transaction and para-
graph (d) of this section to calculate its
risk-weighted assets for its default
fund contribution to a CCP.

(b) Clearing member client Board-regu-
lated institutions—(1) Risk-weighted as-
sets for cleared transactions. (i) To deter-
mine the risk-weighted asset amount
for a cleared transaction, a Board-regu-
lated institution that is a clearing
member client must multiply the trade
exposure amount for the cleared trans-
action, calculated in accordance with
paragraph (b)(2) of this section, by the
risk weight appropriate for the cleared
transaction, determined in accordance
with paragraph (b)(3) of this section.

(ii) A clearing member client Board-
regulated institution’s total risk-
weighted assets for cleared trans-
actions is the sum of the risk-weighted

545



		Superintendent of Documents
	2014-03-12T13:59:47-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




